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BANGLADESH - KEY ECONOMIC INDICATORS 


Unless otherwise noted, all monetary values are shown in units of 
US$1 million. Fiscal years run July 1l-June 30. The following 
exchange rates (average for fiscal year) were used: FY 83: $1.00 = 
Taka 23.79; FY 84: $1.00 = Taka 24.94; FY 85: $1.00 = Taka 25.96. 


INDICATOR (Est.) 
Income, Production and FY 82/83 FY 83/84 FY 84/85 
Employment 

GDP at Current Market Prices 12123.4 14030.6 45321 75 
GDP per Capita (in dollars) 128.0 146.0 153.0 
GDP by Sectors(% of total) 

(at current market prices) 

Agric., Forestry, Fisheries 

Industry/Construction 

Transport, Storage, 

Communications 

Trade 
Foodgrain Production 

(in million tons) 
Foodgrain Imports 

(in million tons) 
Foodgrain Stocks at End of 

FY (in million tons) 
Index of Industrial 

Production (FY74=100) 
Population (est.millions) 
Labor Force (est.millions) 


MONEY AND PRICES 


Money Supply (Ml) 1050.02 1464.67 1637.01 
Interest Rates (for loans) 

at end of FY (in percent): 

-Bangladesh Bank Discount 

Rate tLe 

-Commercial Banks : ; 16-20.0 
Cost of Living Index for 

middle income families 

in Dhaka (FY74=100) 397.0 
Rate of Annual Increase in 

Index (in percent) 11.0 


BALANCE OF PAYMENTS AND TRADE 
Balance of Trade: 
-Total Exports 680 
-Exports (FOB) to U.S. 88 
-Total Imports (CIF) 2246 
-Imports from U.S. 239 
Private Transfers 653 
-Of Which Remittances 634 
Current Account -1026 
Foreign Aid Disbursements 1345 
Foreign Exchange Reserves 
(at end of FY) 358 
External Public Debt 5388 
Debt Service Payments 263 


SOURCE: IMF 


Bangladesh Bureau of Statistics 
IBRD 





SUMMARY 


Bangladesh's economic performance in FY 85 improved in some respects 
over FY 84, particularly in foodgrain production, but weakened 
markedly in other areas. Real GDP rose approximately 3 percent over 
FY 84, roughly keeping pace with the population increase. Rapid 
monetary expansion, declining remittances, worsening terms of trade 
and increased debt repayments put additional pressure on foreign 
exchange reserves. Donor agencies, while committed to continuing to 
help Bangladesh pursue an ambitious development program, could not 
promise dramatic increases in future aid levels. Donors urged 
Bangladesh to play a more active role in mobilizing domestic 
resources through economically necessary but politically painful 
policy reforms. The government responded with a series of measures 
to control credit expansion, reduce subsidies, reduce administrative 
controls on some prices, raise utility rates, liberalize the trading 
system and undertake exchange rate reforms. Export prospects for FY 
86 are more uncertain than last year for primary commodities such as 
jute and tea as well as garment exports. Currency deflation and 
lower prices have not translated into commensurate increases in 
foreign sales. Some of the fiscal measures designed to boost budget 
revenues will also depend heavily on more buoyant commercial 
activity - principally trade. Monetary policies geared towards 
dampening demand, however, may frustrate budget expectations. The 
Third Five Year Plan, issued in November 1985, proposes somewhat 
optimistic targets but reinforces the government's intent to 
continue privatization policies and increase industrial investment. 


Domestic political uncertainties continue to affect business 
confidence. GDP is forecast to increase about 4 percent in FY 86, 
permitting a small increase in real per capita income. 


Imports from the United States in FY 85 reached $250 million, 
concentrated in a few product categories. Most sales and services 
Opportunities are related to aid projects. While the U.S. is 


Bangladesh's largest trading partner, American investor presence is 
modest. 


BACKGROUND 


Bangladesh (formerly East Pakistan and East Bengal) is situated on 
a low lying deltaic plain on the northern littoral of the Bay of 
Bengal. It is one of the poorest and most densely populated nations 
in the world. Given its low per capita income ($153) and low level 
of literacy (29 percent) and industrialization, it clearly belongs 
in the United Nations category of countries designated "Least 
Developed." Prior to "Partition" from India in 1947 and the 
formation of Pakistan, East Bengal was an economic backwater which 
fed its agricultural produce to Calcutta for processing. While some 
economic progress occurred during the Pakistan period, development 
lagged behind that of West Pakistan. Furthermore, the economy was 
dominated by ethnically different West Pakistanis who had succeeded 
the Hindu entrepreneurial elite which departed in 1947. Following a 
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bloody 1971 liberation war which took a heavy toll on the economy 


and the country's physical infrastructure, Bangladesh took its place 
as an independent nation. 


DOMESTIC PRODUCTION 


Agriculture 


Agricultural production recovered rapidly from extensive damage by 
drought and floods in 1984 and 1985, due to improved weather 
conditions as well as better government support services, liberal 
credit availability, and expanded cultivation. Although severely 
affected by floods, foodgrain production is estimated to have 
increased 4.3 percent in FY 85 and, barring natural disasters, could 
grow by a similar amount in FY 86. This trend has contributed to a 
surprisingly high reserve of food stocks; however, higher 
agricultural wage rates and declining output prices for most crops 
may dampen next year's output. Other agricultural production 
declined about 4 percent in FY 85 but, thanks to what is shaping up 
to be a record jute crop, will probably rebound solidly in FY 86. 


The BDG has continued to manage the foodgrains situation 
effectively. After responding promptly to scarce domestic foodgrain 
supply the previous year by resorting to emergency imports, the 
government confronted in the fall of CY 85 the reverse problem of 
Maintaining incentive prices to farmers through public procurement 
programs in the face of rising rice stocks and falling prices. 

Given the region's unpredictable weather patterns and the small 
margin for error, government planners follow a cautious food policy 
and seek to maintain a firm cushion of foodgrain reserves. 


Raw jute prices and production have been highly unstable in 

FY 85 and FY 86. Following unusually high prices in late 1984 and 
early 1985, Bangladesh can look forward to what is now projected to 
be a record output of 7.5 million bales in FY 86. In response, 
export prices fell from $750 per ton to $350 per ton with depressed 
prices likely over the next three years. Low jute prices have 
severely affected rural incomes, prompting the government to 
institute a “buffer stock" program through increased mill 
purchasing, helping to shore up raw jute prices. The mandated 
purchases have put heavy pressure on already financially weak mills 
which were forced to increase their bank borrowings. Low jute prices 
should help stimulate export demand; however, it is questionable 
whether the total value of jute exports will reach 1985 highs. 


The BDG agricultural policy continued to reduce distorting subsidies 
on inputs and expand the role of the private sector in the provision 
of fertilizer, pesticides, and irrigation equipment. Fertilizer 
subsidies were significantly reduced, and the government is 
committed to their elimination in the near future. Severe problems 
arose in sugar production, which dropped 42 percent in FY 85 due to 
a number of factors including bad weather, low producer prices, and 





diversion of cane to other products. This experience underlined the 
need for improved price incentives and better market distribution 
channels of essential commodities. 


Non-Agricultural Sector 


Industrial production rose 3.4 percent in FY 85, compared to 5 
percent the previous year, and demonstrated a further softening in 
early FY 86. Competition from legal and illegal imports hurt a 
number of sectors, e.g., cement, steel, and textile mills. Many of 
the least competitive firms were those in the public sector or 
recently denationalized. The steady depreciation of the taka 
through 1985 markedly limited the ability of most enterprises to 
import raw materials. 


The government announced in the fall of 1985 that it would gradually 
reduce its shares of three (of four) major nationalized commercial 
banks, although still retaining 51 percent ownership. Further 
disinvestment is expected to take place in the manufacturing 

sector. The government sees privatization as a means to reduce 
budgetary pressures, improve industrial management, and soak up a 
substantial amount of "black money" in private hands. Labor unions 
have opposed the move for fear that production efficiency will be 
achieved at the expense of employment. 


The industrial sector (excluding construction) accounts for roughly 
10 percent. The principal subsectors are textiles, jute products, 


tobacco, and iron and steel. The fastest growing subsector over the 
past three years has been the export-based ready-made garments 
industry. 


With the assistance of foreign donors, Bangladesh continued its 
ambitious energy development plans. At present imported oil costs 
the country about $353 million a year, a burden the government hopes 
to reduce by more intensive utilization of domestic gas reserves and 
modernized refining facilities. Government decisions to raise 
additional development revenue for the energy sector through 
increased power tariffs were strongly opposed, however, by the 
commercial community, which urged power authorities to improve 
internal management and energy distribution. 


In the coming years, a sustained expansion of industrial output will 
depend to a greater extent on increased access to export markets, 
not only because of the limited domestic demand but also to help 
generate foreign exchange needed for substantial imported inputs for 
the enlarged industrial base. Other constraints on rapid 
industrialization are the lack of skilled manpower, poor physical 


infrastructure, a low rate of domestic savings, and weak management 
expertise. 


The government is engaged in a reevaluation of its New Industrial 
Policy, announced in 1983 with the objectives of placing greater 
emphasis on the industrial sector in the country's long-term 
development, limiting still further the role of the public sector in 
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manufacturing, expanding the private sector, and stimulating export 
growth. For this purpose a National Committee for Industrial 
Development was established in July 1985 under the Chairmanship of 
the President. While the Committee has yet to issue its overall 
assessment, a number of policy reforms have been instituted in the 
areas of trade and investment. An important step was the move from 
a positive import list to a negative list, thereby permitting import 
of any goods not specifically restricted or banned. The system for 
reviewing and approving new industrial investments (including 
foreign investments) was streamlined in an effort to expedite what 
traditionally has been a cumbersome, bureaucratic exercise. The 
policy review is also focussing on ways to increase Bangladeshi 
ownership of current and future investments. Depending how this is 
eventually implemented, foreign investors may experience problems 
securing approvals of project plans. Finally, a major setback to 
industrial growth was the effective collapse of development finance 
institutions which overextended lending to the business sector. This 
financing gap, as well as tightened credit guidelines and more 
vigorous collection of loan arrears, will restrain future investment. 


FISCAL AND MONETARY TRENDS 


Available statistics indicate a modest improvement in the budgetary 
situation in FY 85 over FY 84, The overall budget deficit of TK 
33.4 billion was less than earlier projections of TK 36.3 billion, 
due both to a stronger revenue performance and a lower than expected 
food account deficit. Improved revenues were derived from higher 
customs duties and sales taxes on imports. As a result the budget 
deficit was only 8.3 percent of GDP. Expenditures rose from TK 
60.65 billion in FY 84 to TK 69.13 billion in FY 85. Slightly less 
than half of the budget consists of development fund outlays. Given 
the 28 percent salary and wage increases granted at the outset of FY 
86 (retroactive to June 1, 1985), the government intends to apply 
firm control to other expenditures in order to reduce the ratio of 
public expenditures/GDP from 17.2 percent in FY 85 to 16.8 percent 
in FY 86. This includes a reduction of food and fertilizer 
subsidies and a freeze on new civil service hirings. At the same 
time new fiscal measures introduced at the beginning of the fiscal 
year and larger profit and dividend transfers are expected to boost 
total revenue by about 22 percent. Overall, the government is 
projecting a deficit of TK 33.6 billion. This could be overly 


Optimistic, however, if declining imports concurrently shrink 
customs and sales tax revenues. 


Consistent with levels of previous years, foreign financing will 
fund the bulk of the Annual Development Plan expenditures (87 
percent in FY 86). Project preparation and project aid disbursement 
problems, however, have kept development expenditures substantially 
below budget estimates in recent years. In response to donor 


concerns, the government is undertaking consultations towards more 
effective aid utilization. 
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Growing concern over rapid monetary expansion led the government to 
implement a number of measures, beginning in late 1984, to curtail 
domestic credit. The latter rose 26.2 percent in FY 85, with credit 
to the public and private sectors increasing 12.3 percent and 40.2 
percent (down from 58.7 percent in FY 84), respectively. Borrowings 
by government-owned jute mills and the Bangladesh Agricultural 
Development Corporation were strong. Agricultural credit 
disbursements also rose partly in response to the 1984 floods. The 
FY 86 monetary policy calls for tight credit ceilings, designed to 
slow down the growth of public sector borrowings from 12.3 percent 
in FY 85 to 10.6 percent in FY 86. Forty-four percent of this 
programmed credit increase to public sector corporations will be 
absorbed by jute related transactions. The government's target of 
18.7 percent for credit growth to the private sector in FY 86 is 
substantially below the 40.2 percent recorded in the previous year. 
Financial authorities hope to achieve this, without unduly 
constraining productive sectors of the economy, by markedly 
improving the rate of loan repayment. Debt arrearages in the 
private sector have reached extraordinarily high levels, prompting 
serious consultations between donors and the BDG about future 
prospects for financial assistance. The government intervened in 
late 1985 with stricter limits on rediscounting by banks with poor 
loan repayment records. 


Fiscal restraint and tightened credit will help contain growth in 
aggregate demand and control inflation. Government figures show an 


inflation rate of 10 percent in FY 84 and 11 percent in FY 85. 
Measures taken in 1985 to reduce subsidies, increase wages, raise 
utility tariffs and introduce rational pricing policies in public 
enterprise could increase FY 86 inflation rates. At the same time, 
these efforts could have a positive effect on increasing domestic 
savings (partly by reducing public dissaving) and more efficiently 
allocating Bangladesh's limited resources. 


TRADE 


Impor ts 


Imports increased 12 percent in value between FY 84 and FY 85, 
largely as a result of unexpected foodgrain requirements. Imports 
are projected to fall by close to 7 percent in nominal terms (5 
percent in volume) in FY 86. This is due almost entirely to sharply 
reduced foodgrain imports. In the first five months of FY 86, 
importer demand for letters of credit fell 34 percent against the 
same period the previous year. At the same time, the government 
encouraged the use of barter schemes, both to reduce excessive jute 
stocks and save foreign exchange on vital imports. Two and one half 
times as much trade was conducted under barter arrangements in the 
first five months of FY 86 as in the same period in FY 85. While 
most such arrangements are undertaken with China and the Soviet 
bloc, at least one American firm is pursuing a sizable countertrade 
deal in order to sell high-value capital equipment. Barter and 
countertrade deals are negotiated through the government's Trade 
Corporation of Bangladesh. 
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Principal imported items in FY 85 were fuel, vegetable oils, wheat, 
rice, fertilizer, iron products, and textile yarns and fabric. The 
United States is Bangladesh's major trading partner, followed by 
Japan and Singapore. 


Exports 


Export volume is expected to rise by about 24 percent in FY 86. 
However, exports are projected to increase only modestly in nominal 
terms to about $940 million in FY 86, reflecting an uncertainty over 
commodity price trends. Over half of export earnings are expected to 
come from jute and jute-based products. Export prices are expected 
to fall by about 19 percent, mainly due to depressed jute and tea 
prices. Exports of non-traditional products, such as ready-made 
garments, frozen and fresh seafood, and semi-finished leather, 
however, have remained strong. The value of garment exports alone 
grew almost 200 percent from FY 84 to FY 85. Even though these new 
exports still account for a minority of total exports by value, 


their rapid growth represents an encouraging step towards 
diversification. 


Bangladesh's extraordinary increase in garment exports provoked 
"calls" under the Multi-Fibre Arrangement (MFA) by three trading 
partners, the United States, Canada, and EEC. Restraint levels have 
been negotiated in all three markets and more are likely in the 
future. Bangladesh hopes the renegotiation of the MFA in 1986 will 
ensure a more flexible treatment for new and relatively modest LLDC 
exporting countries, particularly those like Bangladesh who want 


their success in the textile trade to fuel broader industrial 
development. 


FOREIGN EXCHANGE POLICY 


The government is pursuing a flexible exchange rate policy in order 
to restore trade competitiveness. The taka was gradually devalued 
18 percent in terms of the dollar over 1985. Recently, the gap 
between the official and secondary rates narrowed to under 10 
percent. The scope of the secondary market was expanded 
appreciably, to the benefit of both trade and remittances. Certain 
restrictions remain, due to foreign resource constraints and the 
government's policy of protecting domestic industries, but further 
liberalization may be undertaken as the external situation improves. 


REMITTANCES 


Remittances from overseas private transfers dropped significantly in 
FY 85, from $600 million in FY 84 to approximately $430 million. To 
a great extent this decline was due to economic conditions in the 
Middle East labor market, which the government expects to improve in 
1986. A more favorable exchange rate, coupled with improved banking 
facilities for foreign workers, helped increase remittances in late 
1985. According to financial sources, there has been a 20 percent 
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increase in remittances in the first quarter of FY 86 compared to 


the same period last year. The government estimates that $504 
million will be earned in FY 86. 


BALANCE OF PAYMENTS/RESERVES 


With optimistic estimates of rising remittances and reduced imports, 
the current account deficit is projected to decline from $1.3 
billion in FY 85 to about $1.1 billion in FY 86. However, net 
non-monetary capital movements, including virtually no increase in 
foreign aid disbursements, will probably fail to offset a spike in 
debt repayments in FY 85 and again in FY 86. The reduced current 
account deficit, on the other hand, could turn last year's overall 
deficit of $59 million into a small surplus. 


Rising debt obligations, coupled with a deterioration of 
remittances, led the government to start consultations with the IMF 
in early 1985. These consultations culminated in a 180 million SDR 
Standby agreement in December. An accompanying import credit loan 
from the World Bank (which was signed in February 1986) could 
further lift Bangladesh's flagging foreign exchange reserves. From a 
level of $395 million in June, reserves had dropped to less than 
$300 million by December 1985. The debt service ratio is projected 
to remain at 24 percent in FY 86, the same as the previous year. 
This jump from the 18 percent level of FY 84 is due to sizable IMF 
repurchase obligations and repayments of earlier commercial food 
credits. More than 90 percent of Bangladesh's external debt, 
however, is on concessional terms and long-term debt management is 
strengthened by the government's commitment to sharply limit the 


contracting or guaranteeing of new foreign loans on non-concessional 
terms. 


OPPORTUNITIES FOR U.S. FIRMS 


According to U.S. Department of Commerce figures, U.S. exports to 
Bangladesh totaled $303.2 million and imports $158.9 million in CY 
1984, In CY 1985 exports fell to $218.6 million and imports rose to 
$222.62 million, giving Bangladesh a bilateral trade surplus of $7.6 
million. This is a result of the dramatic growth in U.S. garment 
imports from Bangladesh as well as the variable nature of U.S. 
exports of wheat, which fell by nearly $100 million in Cy 1985. 

U.S. exports are concentrated in a few categories: wheat, rice, 
cotton, fertilizer, used clothing, and medical supplies. The dollar 
appreciation weakened the already limited competitiveness of U.S. 
exporters against Far Eastern suppliers, but promising sales 
opportunities exist in shipbreaking equipment, industrial chemicals, 
power generating equipment, and data processing equipment. 
Generally, U.S. firms maintain a good sales advantage in high 
technology capital equipment, where quality and product 
sophistication are factored into procurement decisions. The 
expansion of local cigarette production in late 1985 could increase 
imports of U.S. tobacco. 
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Most sales opportunities and prospects for consulting engineering 
firms exist in projects funded by USAID or multinational assistance, 
e.g., from IBRD, Asian Development Bank, and UNDP. USAID-funded 
projects, however, have very limited scope for capital equipment 
purchases. Greater import liberalization will expand possibilities 
for U.S. firms. It is vital for most companies selling in the 
Bangladesh market to maintain a close watch on upcoming development 
projects sponsored by donor organizations as well as with the 
implementing Bangladeshi agencies. The U.S. Department of Commerce, 
in cooperation with the U.S. Executive Directors at the World Bank 
and Asian Development Bank, maintains an excellent early warning 
system for proposed funding activities. In most cases, a good local 
sales agent is vital in landing sales contracts. 


U.S. investment in Bangladesh is very small, with the largest equity 
concentrated in three pharmaceutical firms. A U.S. life insurance 
firm has operated in the country for a number of years. American 
Express Bank maintains offices in the Dhaka area. Two American 
investors have established firms in the Chittagong Export Processing 
zone. One long-term investor has expanded a vegetable oil 
processing facility in Chittagong. 


The Bangladesh Government has encouraged foreign investment and 
attempted recently to facilitate the time-consuming process of 
registration and approval. However, while support at the highest 
level is strong, potential investors still contend with cumbersome 
red tape. A review undertaken in late 1985 of the Export Processing 


zone Authority may lead to improvement in its capability of 
attracting more foreign investors. A Bilateral Investment Treaty 
between the United States and Bangladesh was signed in Washington on 
March 12. The treaty is designed to encourage investment by 
providing a stable and predictable business climate. The treaty 
will enter into force following ratification. 
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good potential as sales outlets for U.S. goods. You'll find 
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major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in more than 100 countries. This series is essential 
for analyzing new elements and trends to help you plan 
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overseas. Each report: 


@ is prepared on the scene by U.S. Foreign Service 
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the country, and how they could affect U.S. 
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tions and future trends on the economy 
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